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Abstract
The authors of the paper describe the features of foreign direct investment (FDI) as one of the driving forces of globalization, and 
its most prominent manifestation. Discussion on the causal and consequential interrelations of globalization factors leads to the 
clear distinction of an assessment of globalization level and evaluation of the impact of globalization on economic development.
Proposed selected indicators enable to carry out a complex assessment of the level of economic globalization considering FDI 
factor. An analysis of selected FDI indicators for assessment of the level of globalization of a small open country is carried out in 
a case of Lithuanian economy. The results of the study indicate the high level of globalization and dependence of Lithuanian 
economy on foreign capital. The level of globalization of a small open country is more affected on inward FDI in comparison 
with outward investment.
© 2015 The Authors. Published by Elsevier Ltd.
Peer-review under responsibility of Kaunas University of Technology, School of Economics and Business.
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Introduction
In recent decades all spheres of life are encompassed by the process of globalization. Globalization is the most 
powerful impetus of the contemporary life and the predominant feature of the 21st century. This process is very 
unique and has no other alternative or equivalent for comparison. Globalization manifests in all spheres of life –
economic, social, political, military, cultural, religious, environmental, etc. All the manifestations of globalization 
have a diverse and inevitable impact on the countries’ economy. Obviously, the economic dimension of 
globalization has a tremendous effect on a country’s economic development. However, in abundant literature on 
globalization there is a lack of meaningful distinctions between causes and effects of globalization process. The 
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distinction of the causes and the main drivers of globalization, an assessment of globalization level and evaluating 
the impact of globalization on economic development would enable to define causal and consequential interrelations 
and carry out a complex assessment.
The authors of the article focus on the economic dimension of globalization, and define economic globalization 
as global interconnectedness of economic activities through international trade, capital flows, dissemination of 
technology, activities of multinational enterprises and migration of people. International trade, foreign direct 
investment (FDI), dissemination of informational and communicational technologies and activities of multinational 
enterprises are considered to be the most important driving forces of economic globalization and the main broad 
channels which enable the spread of economic globalization processes across the countries with different levels of 
development. Growing FDI flows are a significant factor of globalization process, being one of the driving forces of 
globalization, and its main consequence at the same time.
The purpose of the paper is to analyze the features of FDI as one of the key drivers of globalization and to 
distinguish a set of FDI indicators for a complex assessment of the input of FDI into the level of economic 
globalization. Proposed set of FDI indicators should reflect the main features of FDI and should be suitable for the 
assessment of the scope, scale, direction and speed of economic globalization. The study is carried out for an 
assessment of the causal aspect of FDI input into the level of economic globalization of a small open economy.
Methodology. Systematic, comparative, logical scientific literature analysis and empirical research employing 
systemic analysis of external secondary data are applied in the paper.
1. Methodology and data
Many scholars emphasize the impact of FDI on the process of economic globalization (Casi & Resmini, 2012; 
Ford, Rork, & Elmslie, 2008; Gersbach, 2002; Sutcliffe & Glyn, 2003; Vetter, 2014) and analyze the effects of FDI 
on economic development (Lipsey, 2004; Loungani & Razin, 2001; Moura & Forte, 2010; Prasad, Rayan, &
Subramanian, 2007; Vissak & Roolaht, 2005; Vo, 2004; Zilinske, 2010). Some authors investigate FDI attracting 
factors (Bevan & Estrin, 2000; Cho, 2003; Feldstein, 2000; Janicki & Wunnava, 2004; Özkan-Günay, 2011; 
Soubbotina & Sheram, 2000), while others try to assess the level of globalization by one or a few FDI indicators 
(Dreher, 2007; Kearney, 2007; Ramsey, Barakat, Cretoiu, & Sherban, 2012; United Nations Conference on Trade 
and Development [UNCTAD], 2002).
The tendencies of FDI mostly are being described with indicators of FDI positions and flows; and the input of 
FDI into the economic globalization is measured by the indicators of FDI positions or flows as a percentage of GDP. 
However, the discussion about the distinction of causal and consequential interrelations of FDI as a key factor of 
globalization is still missing, and there is a lack of attempts to assess the level of economic globalization with a 
complex set of FDI indicators.
The Organisation for Economic Co-operation and Development (OECD, 2005) recommends a big set of FDI 
indicators to measure the level of economic globalization. Proposed FDI indicators are differentiated by the role of 
FDI in international economic integration and the extent of globalization, the contribution to globalization by the 
host and investing economy, by the significance of globalization for individual economic sectors, by the 
geographical concentration of FDI and by the competitiveness and attractiveness of economies or economic sectors. 
However, there is a lack of the differentiation of FDI indicators based on causal and consequential interrelations. 
That kind of segmentation of interrelations would enable to compile a set of FDI indicators for an assessment only 
the causal aspect of FDI in economic globalization process and assess the extent of economic globalization process.
FDI inward flows or inward positions as a share of GDP are mostly used for an assessment of the level of 
globalization. These indicators are counted in Kearney Globalization Index (Kearney, 2007) and KOF Globalization 
Index (Dreher, 2007) for measuring the level of globalization on a country‘s level. OECD (2005) proposes three 
different indicators for the assessment of the role of FDI in the extent of globalization: FDI inward and outward 
financial flows, FDI inward and outward income flows and FDI inward and outward positions as a percentage of 
GDP. An increase of the ratio of FDI and GDP implies a greater share of FDI thus increase of the level of 
globalization.
FDI flows (inward and outward) as a percentage of GDP indicate the degree of global investment activities of the 
economy for a given time period and reflects the changes between two periods. FDI positions (inward and outward) 
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as a percentage of GDP indicate the extent of involvement of the country in the global economy at a given point in 
time. Whereas the share of inward FDI flows and stocks as a percentage of GDP reflects the dependence of the 
country‘s economy on foreign capital and dependence on global capital movement, the share of outward FDI flows 
and stocks as a percentage of GDP reflects the competitiveness of the economy in attraction of FDI in the global 
market. 
By the opinion of Sutcliffe and Glyn (2003), comparing flows to GDP does not directly measure its significance 
and proposes to better compare FDI flows to the corresponding flow of total investment. OECD (2005) also points to 
the problem that FDI positions and FDI flows are not fully compatible measurements, nevertheless, in the absence of 
other more meaningful cross-country comparisons of the relative size of globalization, GDP remains as the best 
common reference. The share of FDI inward and outward flows in total investment flows could be considered as a 
supplement relevant indicator for the assessment of the involvement of investing country in the global market and 
the dependence of the host country on the global capital movement.
FDI inward and outward income flows as a percentage of GDP reflect the importance of the earnings of FDI in 
investing and host economies therefore should be considered as the indicators reflecting the consequential aspect of 
globalization, and suitable to assess the impact of globalization on economic development of a country. The same 
rationale is relevant for the indicator of FDI returns, which provides information regarding the profitability of FDI
enterprises and therefore reflects the effects of the FDI aspect of economic globalization. For this reason the 
indicators of FDI income flows and FDI returns as a share of GDP will not be calculated in the study.
The indicators of FDI flows and stocks as a share of GDP, or as a share of total investment, assess the scope or 
deep of globalization. Another indicator, the ratio of FDI inward and outward flows reflects the direction and 
intensity of economic globalization process.
After all, Herfindahl index (HI) is recommended by OECD (2005) to measure the degree of geographic 
concentration of FDI stocks or flows and shows the level of diversification of FDI. Herfindahl index of FDI 
positions and flows reflects the geographical spread and the degree of geographical concentration of FDI and the 
scale of economic globalization process. A decrease in the ratio implies a higher degree of globalization, i.e. the 
higher level of geographical diversification of FDI indicates the wider spread of economic globalization. Therefore, 
the degree of globalization (GI) could be measured by the expression of 1- HI, which reflects the level of 
globalization. Herfindahl index of geographical concentration of FDI inward and outward flows was calculated only 
for the countries with positive value of FDI flows, not taking into account countries with a negative balance of 
investment flows for the time period, when FDI was withdrawn. The rationale of this option was compatibility of the 
data.
The selected FDI indicators enable to assess the scope, scale and direction of globalization, and changes of all 
indicators over different periods of time reflect the speed of globalization process.
Lithuania was selected for a study as a representative of a small open economy, because it meets all the criteria of 
a small open country. The level of globalization of Lithuania is measured in the KOF globalization index (Dreher, 
2007), and the position of Lithuania is quite high in the context of 208 countries of the world. The indicators of 
globalization of Lithuania confirm the conclusion of the compilers of the index that small countries, as a rule, are 
more globalized. The high level of globalization in Lithuania is determined by economic and social indicators of 
globalization (Pekarskiene & Susniene, 2011).
In the study the input of Lithuanian FDI into the level of economic globalization was assessed by selected 
indicators: FDI inward and outward positions as a share of GDP; FDI inward and outward flows as a share of GDP;
FDI inward and outward flows as a share of total investment flows; Ratio of inward and outward FDI flows;
Herfindahl index of FDI inward and outward positions; Herfindahl index of FDI inward and outward flows.
The study of the complex assessment of the FDI input into the level of economic globalization was carried out on 
the basis of the data of FDI inward and outward flows and positions of Lithuanian enterprises and foreign controlled 
affiliates operating in Lithuania, provided by Statistics Lithuania (2013). The basic criterion for FDI is ownership of 
at least 10 % of the voting power. The period for study data was determined by accessibility and comparability 
reasons: the data on Lithuanian FDI inward and outward flows and positions is available from 2005, while the FDI 
data according to individual countries is available only since 2008. The latest published data on FDI inward and 
outward flows and positions are for 2014, and for local total investment flows it is available only for 2013.
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2. Results
In the period of 2005-2014 Lithuanian inward flows of FDI exceed the outward flows and FDI inward positions 
exceed the outward positions. This leads to the proposition that Lithuania is more prominent as a FDI hosting 
country than investing economy. As it is seen in Table 1, during the period of 2005-2014 the share of FDI inward 
positions as a percentage of GDP fluctuates on the level of 34 % in average, and it shows that Lithuanian economy 
is highly dependent on foreign capital and is involved in the global economy at a high level. Whereas the share of 
FDI outward positions as a percentage GDP indicates a low level of Lithuanian participation in the global market as 
an investing country, the indicator steadily increases from 2.9 % in 2005 up to 6.1 % in 2014. The growing ratio 
reflects the increasing level of involvement of the Lithuanian capital in the global economy.
Table 1. Indicators of the input of FDI on the level of globalization of Lithuania, 2005-2014.
Indicator                                                                    
Year
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
FDI inward positions, billion Euro 6,9 8,4 10,3 9,2 9,2 10,0 11,0 12,1 12,7 12,1
Ratio of FDI inward positions and GDP, % 33,0 34,8 35,8 28,1 34,2 35,8 35,3 36,3 36,4 33,3
FDI outward positions, billion Euro 0,6 0,8 1,1 1,4 1,6 1,6 1,6 2,0 2,4 2,2
Ratio of FDI outward positions and GDP, % 2,9 3,3 3,7 4,3 5,9 5,6 5,1 5,9 6,8 6,1
FDI inward flows, billion Euro 2,23 1,46 1,91 1,34 -0,01 0,60 1,04 0,54 0,35 0,16
Ratio of FDI inward flows and GDP, % 10,6 6,0 6,6 4,1 -0,04 2,2 3,3 1,6 1,0 0,5
Ratio of FDI inward flows and total 
investment, % 43,5 21,9 20,7 16,1 -0,2 14,5 20,5 10,3 6,9 -
FDI outward flows, billion Euro 0,30 0,19 0,28 0,79 0,49 -0,02 0,14 1,05 0,50 -0,09
Ratio of FDI outward flows and GDP, % 1,4 0,8 1,0 2,4 1,8 -0,1 0,4 3,2 1,4 -0,3
Ratio of FDI outward flows and total 
investment, % 5,8 2,8 3,0 9,5 10,9 -0,4 2,7 19,9 9,7 -
Ratio of inward and outward flows 7,5 7,8 6,8 1,7 -0,02 -40,2 7,6 0,5 0,7 -1,7
“-“ data is not available
The differences between the ratios of FDI inward and outward flows and GDP confirm the existing gap between 
the inward and outward investment in the period of 2005-2008. However the sudden fall of the ratio of inward FDI 
flows and GDP in 2008 reduces disparity between the level of globalization of inward and outward FDI flows.
Apart from this, these indicators show the lower level of globalization of Lithuanian inward and outward FDI flows
in comparison with the ratio of FDI positions and GDP. The negative values of the share of FDI inward flows as a 
percentage GDP in 2008 (-0.04 %) and outward flows in 2010 (-0.1 %) reflect the impact of global economic crisis 
and the decreasing trend of the level of globalization. The sudden drop of the level of globalization of FDI outward 
flows in recent years (from 3.2 % in 2012 down to -0.3 % in 2014) was affected by the unstable political situation in 
the relations with Ukraine and Russia, when Lithuanian investors tried to withdraw FDI from the unstable region.
Ratios of FDI flows and total investment flows in Lithuania complement the results of previously analyzed 
indicators. The share of FDI inward flows in total investment reflects both a considerably high level of globalization 
of FDI inward investment and the dependence on the impact of economic crisis at 2009 or political situation in 
Ukraine in the period of 2012-2014. The share of foreign capital in total investment flows dramatically decreased 
from the highest level of 43.5 % in 2005 down to -0.2 % in 2009, when investments where withdrawn. Then it
peaked to 20.5 % in 2011, and after again gradually declined. The share of FDI outward flows in total investment 
shows the notable trend of growing level of globalization of Lithuanian FDI activities abroad at the high level. The 
share of Lithuanian outward FDI in total investment reached 10.9 % in 2009, and after the drop in 2010 (-0.4 %),
peaked to 19.9 % in 2012. Though the globalization level of Lithuanian FDI outward activities tends to decrease
since 2012, the share of outward FDI in total investment indicates the trend of increasing level of globalization.
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The ratio of Lithuanian inward and outward FDI flows emphasizes the gap between the inward and outward 
investment. In the period of 2005-2007 the ratio of inward and outward FDI flows was in average 7.4. This ratio 
indicates that during the period of 2005-2007 inward FDI flows accelerated the process of globalization in Lithuania 
in one direction, i.e. in attraction of the inward FDI flows. The values of the indicator coincide with preceding 
results and confirm the proposition, that the level of economic globalization of Lithuania is more affected by inward 
rather than outward investment. However, in the period of global crisis the ratio dramatically declined and reached
the value of -0.02 in 2009. Whereas the plus value of the ratio indicates opposite directions of inward and outward 
FDI flows, the negative value of the ratio in 2009 reflects the situation, when Lithuanian investments where 
withdrawn from abroad and both inward and outward investment flows were moving in the same direction. The ratio 
troughed the value of -40.2 in 2010, and this large disparity was affected by disproportion in the extent of decreasing
FDI inward flows and increasing of withdrawn FDI outward flows. Recently, in the period of 2011-2014 the ratio 
tends to decrease and this indicates the growing level of globalization of outward FDI.
The analyzed indicators measure the scope or deep, and the direction of the FDI factor of globalization.
Herfindahl index of geographic concentration of FDI flows and stocks enables to assess the scale and spread of 
globalization (see Figure 1).
Fig. 1. Herfindahl index and the level of globalization of Lithuanian FDI in 2008-2014: (a) positions; (b) flows.
The Herfindahl index indicates a low level of geographical concentration and a high level of diversification of 
Lithuanian inward and outward positions of FDI. A high level of diversification of Lithuanian FDI positions reduces 
the risk and the negative impact on economic development, if investments are withdrawn by one or a few countries. 
Thus the level of globalization of FDI positions (both inward and outward), as calculated by GI=1-HI, shows the 
high level of the geographic spread of FDI. Lithuanian economy hosted foreign capital from 105 countries, and 
invested in 55 countries in 2014 (Lietuvos Bankas, 2009-2015), and the indicators show, that globalization level of 
inward FDI positions is higher in comparison with outward positions. 
The Herfindahl index of Lithuanian inward FDI flows reflects relatively higher concentration in comparison with 
FDI positions, and indicates the lower degree of globalization and geographical spread. A sharp rise of concentration 
of FDI inward flows is prominent in 2011. The Herfindahl index of Lithuanian outward FDI flows shows the highest 
degree of concentration and the lowest level of globalization. Two peaks of high concentration of FDI outward 
flows are notable in 2009 and in 2012, when geographic concentration of outward investment flows reached the 
value of 0.52 and 0.45 accordingly. The fluctuation of inward and outward FDI flows may be determined by short-
run investment. The figures indicate the less number of countries participating in the short-run FDI flows and the 
lower degree of the spread of global capital flows.
Conclusions
Growing FDI flows are a significant factor of the globalization process, being one of the driving forces of 
globalization, and its main consequence at the same time. The tendencies of FDI are mostly described with 
209 Irena Pekarskiene and Rozita Susniene /  Procedia - Social and Behavioral Sciences  213 ( 2015 )  204 – 210 
indicators of FDI positions and flows; and the input of FDI into the economic globalization is measured by the 
indicators of FDI positions or flows as a percentage of GDP. There is a lack of the complex set of FDI indicators for 
an assessment of the level of economic globalization and differentiation of FDI indicators based on causal and 
consequential interrelations.
The complex set of indicators should reflect the main features of FDI and enable to assess the extent, i.e. the 
scale, scope, direction and speed of economic globalization, evaluating the FDI factor. The indicators of FDI inward 
and outward positions as a share of GDP; FDI inward and outward flows as a share of GDP; FDI inward and 
outward flows as a share of total investment; ratio of inward and outward FDI flows; Herfindahl index of FDI
inward and outward positions; Herfindahl index of FDI inward and outward flows enable to assess all aspects 
(scope, scale, direction and speed) of the level of globalization.
The analysis of Lithuanian FDI indicators confirms the proposition that the level of globalization of Lithuania as 
a small open country is more affected on inward investment in comparison with outward investment. The economy 
of Lithuania is dependent on foreign capital at a high level. The wide geographical spread of inward FDI positions 
and flows reduces the dependence of Lithuanian economy on large investing countries or big investors thus reduces 
the risk of negative impact on economic development if investment were withdrawn.
Evaluation of the impact of FDI on the level of globalization differ according to different features of the 
economy, i.e. the size of the country, is it an investing or host country, what is the level of the openness and the level 
of economic development.
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